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Federal Taxation—1920-1930 
BY ARTHUR B. FOYE 
ASSISTANT MANAGER, N E W YORK OFFICE. 
T H E subject of federal taxation will be 
of importance for the next decade to 
every accountant in his capacity as a citi-
zen. Not only wil l he be concerned with 
the total amount toward which he must 
contribute, but with the mode of levy which 
will determine his individual share. 
In his capacity as an accountant, it has 
particular emphasis. The time and energy 
to be given to this subject by the staff men 
are largely dependent upon the permanence 
of the taxes to be studied, the relative im-
portance of tax expense in the statement of 
Income and Profit & Loss and the tax 
liability in the Balance Sheet, and the value 
of the service that may be rendered to a 
client in connection therewith. The degree 
of attention to be given to organization 
for and education of the staff in tax work 
by the accounting firm is determined by the 
same factors. 
As in the case of every vital subject, no 
single plan, lucid and concise, which ade-
quately resolves the complex situation has 
ever been presented. What national honor 
would come to the individual who could 
lay down in simple language the unques-
tionably right plan to follow with respect 
to the League of Nations! What un-
dying fame would be the portion of the 
philosopher who could set forth in a plain 
manner the one philosophy which would 
infallibly conduce to immediate as well as 
future happiness! What gratitude would 
be his who could devise an understandable, 
satisfactory and adequate scheme of tax-
ation! 
The problem with which we are con-
fronted in taxation is to determine the rev-
enue needed to sustain the Government 
and then to arrange a plan to raise it with 
as much equity and as little pain as pos-
sible. 
Government will continue to be more 
costly than before the world war. The 
reasons lie partially in the general rise in 
the price level, and partially in the ex-
panded functions of government. While 
the amount of revenue to be raised auto-
matically increases with a rising price level, 
tax rates wil l naturally not increase in the 
same proportion. The creation of new 
and the broadening and deepening of old 
functions of the government, however, wil l 
require additional revenue that can be se-
cured only through opening new sources 
of taxation or increasing the rates of taxes 
already in force. The present tendencies 
toward governmental control and govern-
mental ownership presage the need for in-
creasingly larger current revenue. 
In addition to raising normal revenue, 
the cost of the war must be paid. Interest 
on the war debt is heavy. "Cleaning up" 
governmental war operations wil l be ex-
pensive. The war debt itself must be 
amortized. 
It is estimated by competent authorities 
that a yearly revenue of $3,500,000,000 
wil l be required for from five to ten years. 
Compare this with revenues from 1900 to 
1916, which ranged from $567,000,000 
in 1900 to $779,000,000 in 1916. The 
necesssity for heavy taxation is patent. 
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One of the important principles in 
modern tax theory is that of "ability to 
pay" in which the tax burden is supposed 
to fall in direct relation with ability to 
bear it. 
Wi th the above need for revenue and 
with the principle enunciated underlying 
current tax theory, it is obvious that for 
years the persons, both real and artificial, 
enjoying large incomes must contribute a 
substantial part of such incomes to the sup-
port of the government. 
The other question for consideration is 
how the revenue is to be raised. W e may 
accept without argument the statement that 
all governmental income cannot in the 
present state of society accrue from any 
one source. A well diversified system of 
taxation, levying upon all sources, pro-
vides a sound fiscal basis. A t the present 
time practically every variety of tax is in 
force. 
The mental reaction of the people to a 
specific tax must be considered. A tax 
which is indirect in effect and unrealized in 
application is not objected to as strenuous-
ly as one which is direct and on which the 
attention is focused at every levy. 
Another thought is that sudden volun-
tary radical changes in a developed social 
organism are possible only under the be-
littling effect of a more vital compulsory 
change. 
One important source of revenue, the 
excise tax on spirits and fermented liquors, 
has been practically eliminated by the 
Eighteenth Amendment. Another, the 
tariff, has been minimized by the need of 
imports to offset our enormous trade bal-
ances. 
Taxes, roughly speaking, may be laid 
on: 
(a) Wealth in its various forms. 
(b) Current earnings of capital and 
labor. 
(c) The privilege of earning. 
(d) The disposition of Wea l th or in-
come. 
The Federal Government does not tax 
wealth as such. It has been tentatively 
suggested in this country and seriously con-
sidered in Great Britain that a tax be levied 
on war wealth. 
Current earnings are taxed by Federal 
and some State authorities through the in-
come tax, the surtax and the profits tax. 
These are important taxes, generally di-
rect in application, answering the modern 
"ability" test. 
The income tax is one of great flexibil-
ity. Rates may be changed easily and, if 
the change is not radical, without great 
protest. The rates are now high, but the 
normal tax on both individuals and corpo-
rations could be increased and the sur-
taxes in the lower brackets could be ad-
justed without widespread public disap-
proval. 
Despite the criticism of it offered by 
business men the profits tax has much in 
its favor. Applied hastily, sweepingly and 
forcibly as a war measure, it was of course 
in disfavor. Its fundamental basis is not 
unsound and its application may through 
legislation and administration be made 
more equitable. 
It is like the income tax in its produc-
tivity and flexibility, but is not as direct in 
application. Due to these qualities and to 
the fact that it is not wholly bad, it is like-
ly to stay on the statute books during the 
next five years and possibly longer if Con-
gress adjusts it more suitably to business 
conditions. 
Taxes on the privilege of earning are 
varied and not easily classified. They in-
clude the occupational taxes, the tax for 
the privilege of exercising a corporate 
franchise, etc. In some the rates are high, 
in others moderate. 
Taxes on the disposition of wealth and 
income are in effect in the estate taxes and 
in the sales tax on luxuries and semi-luxu-
ries. The transfer of property on death 
is taxed by both the Federal Government 
and the States. These taxes are important 
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in amount and bear with force upon the 
few and those few are able to sustain the 
burden. The rates, taking into considera-
tion those of states, are high, but may be 
somewhat increased before 1930. Because 
of its nature, however, this tax can never 
be depended upon to regularly produce 
large income. Sales taxes on luxuries and 
semi-luxuries are now in effect. It is this 
type that many business men urge as the 
main source of revenue. Taxes of this 
character are direct, felt immediately and 
keenly, and respond but sluggishly to the 
"ability to pay" test. 
It was not our intention in this article 
to critically analyze or scientifically classify 
the various forms of taxation. A rough 
survey, a turning over, as in cultivation, of 
the problems, and a forecast, is our plan. 
The field has been surveyed and the prob-
lems hinted at. There remains only the 
forecast. 
In making the forecast, thought has, of 
course, been given to details of all of the 
factors and problems mentioned above. 
T o have related such details here would 
have expanded an article into a book. 
It should, of course, be said that the 
forecast is a personal one and reflects no 
official position. It is offered together with 
the above in the hope of starting a serious 
discussion of a serious question. 
It is not a startling forecast, for we are 
trying to set forth what wil l be done, and 
not what might be done in a Utopia. The 
forecast is: 
(a) That the present diversified scheme 
of taxation will be continued. 
(b) That taxes on earnings will result 
as follows: 
1. An: income tax continued 
on the present basis with legisla-
tive and administrative adjust-
ments, with the normal tax on in-
dividuals remaining stationary 
for a few years and then slowly 
increasing. The fluctuation in 
the normal rate on corporations 
largely depends on profits tax-
ation. If our forecast of the 
latter approximates the truth, 
the increase wil l be material, but 
gradual. If the profits taxes are 
eliminated, the increase will be 
sudden and large. 
2. A surtax changed only by 
increases in the lower brackets 
and possibly the application of 
differentiation in source as well 
as graduation in amount. 
3. Slightly diminishing pro-
fits taxes on corporations, such 
taxes continuing for five years 
with material rates. There is a 
possibility of a marked increase 
with the next two or three dec-
ades—the study of which would 
require a separate paper. 
(c) Taxes on the privilege of earning 
—an increase in the capital stock 
tax; decreases in the occupa-
tional taxes. 
(d) Estate taxes remaining, with rates 
tending to increase toward the 
end of the decade. 
(e) Expansion of the sales tax, if spe-
cial revenue is required, but fail-
ure to make use of it to shoulder 
the revenue burden. 
T o summarize, we see a continuance of 
fairly heavy federal taxation on individ-
uals and corporations for at least five, and 
probably ten years. Material taxes will 
continue for many decades with the pro-
ductive, flexible income tax as the main re-
venue producer. 
We have pleasure in announcing the 
acquisition, as of June 1, 1920, of the pro-
fessional accounting practice of M r . H . S. 
Champlin, with offices in the Marine Trust 
Company Building, Buffalo, New York. 
M r . Champlin has been for many years 
engaged in professional accounting in Buf-
falo. H e is a certified public accountant of 
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New York and a member of the American 
Institute of Accountants. 
M r . Champlin wil l act as manager of 
our Buffalo office. 
Announcement is also made of the con-
solidation, effective M a y 1, 1920, of our 
professional practice with that of Messrs. 
Stevenson & Carson, of Shanghai, China. 
Effective July 1, 1920, M r . H . F. Far-
rington has been appointed manager of 
the Watertown office. 
Our office at Paris was opened July 1, 
1920, at 49 Rue de Provence, Paris, 
France, with M r . H . P. Garner as 
manager. 
M r . J . D . Brawner, formerly of the 
Baltimore office, has been appointed as-
sistant manager of the Philadelphia office, 
effective July 1, 1920. 
M r . C. M . Doiseau has been appointed 
assistant manager of the New Orleans 
office, effective July 1, 1920. 
